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. PLAN OVERVI EW

This report presents ny recomended strategy and work plan
for creating a fiscal cadastre and for inplenmenting | and and
property taxes in the Republic of Arnenia. It essentially has
three parts: (1) this chapter (an overview); (2) chapters 11
t hrough V, which address the things the governnent nust do to
create an environment for success; and (3) chapters I and V1,
whi ch outline general managenent responsibilities.

The strategy and work plan are inconplete and shoul d evol ve
as progress is nmade and as deci sions are nmade by the governnent.
A conpanion report [citation] addresses the major conponents of
the overall systemand constitutes a prototype of a manual for
| and and property tax admnistration in the Republic of Armenia.
It, too, should be revised and expanded as progress is nade. To
manage the changes better, | recomrend a strategi c planni ng
approach (see section VI,B,1).

This chapter presents an overview of the inplenentation
plan. It expands on the plan presented in ny earlier report,
"I npl enenting Land and Property Taxes and Oreating a Fi scal
Cadastre in the Republic of Arnenia" (A ny 1994a).

Econom ¢ circunstances in Arnenia dictate an evol uti onary
devel opnent of cadastral record and property (broadly defined
here to include I and, buildings, and certain novabl e property)
tax systens. CQConsequently, ny recomrended plan has three broad
phases: (1) an initial phase, (2) a transitional or devel op-
nmental phase, and (3) a mature operational phase. The State Tax
| nspectorate has a conpl enentary view of tax system devel opnent.
Phase 1 woul d see the normative basis to inplenent existing tax
systembeing put into place, and problens with the existing
systemwoul d be sol ved in phase 2 (such as a better nechani smfor
col l ection) through revised | egislation and nornmati ve acts.
Phase 3 woul d be a market econony phase (with fiscal cadastre).

Each phase will have common tasks, such as pl anning and
budgeting (estimati ng work | oads, production rates, and avail abl e
and needed resources). A ngjor task will be schedul i ng—di vi di ng
the overall project or process into smaller tasks and activities,
noti ng dependenci es, and graphing for clarity.

[generalized Gantt chart and ti et abl e?]

A | N TI AL PHASE

The initial phase of the recommended inpl enentation plan has
three main objectives: (1) secure the coomtnents di scussed in
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chapter 11, (2) inplenment the |land tax and the property tax as
envisaged in the current land tax law and in the draft property
tax | aw (discussed further in chapter I11), and (3) plan for

phase 2, during which a workable fiscal cadastre would be built.

Notes on the steps: (1) assign |ead agency, (2) create multi-
agency working group chaired by the | ead agency, (3) begin

pl anni ng, focusing on specific needs and on resource require-
ments. There is a need to secure ongoing high-level political
support, backed by resource coomtnents. There is a need to
develop an institutional culture that enphasizes openness.

The plan for conpleting the transitional phase shoul d be nade
early in phase 1 (see section B, below.

B. TRANSI Tl ONAL PHASE

A first-generation fiscal cadastre would be created during
phase 2, the transitional phase. |Its goals would be to broaden
coverage of the taxes and, to the extent that narket conditions
permt, refine valuation procedures. The phase 1 property tax
systemwoul d continue in operation, perhaps with refinenments
designed to inprove equity and efficiency and to snooth the
transition to a cadastre-based systemw th nore realistic val ua-
tions bei ng nade.

A maj or phase 2 activity would be to delineate parcels on
work maps. Next, a unique cadastral nunber woul d be assigned to
each parcel. That nunber would be used to |ink parcels, build-
ings, and interests in property. A field canvass woul d be
required to conplete the cadastre. Recent work by inventory
of fices and G prozem shoul d not be dupli cated.

Phase 2 shoul d begin in the second year of the proposed
taxes on | and and property. It would require establishnment of
institutions capable of maintaining the fiscal cadastre and
carrying out an ongoi ng val uati on program

[ nove?]
a. Devel opnent of the Fiscal Cadastre : It will be
necessary to:
° Eval uat e cadastral mappi ng requirenents
° I nitiate mappi ng program
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° Bui |l d conpl ete owner and user registers

° Eval uate val uation data requirenents and define data el e-
ments (continuing AURI research)

° Define new data files

° Prepare coding and val uati on nmanual s and forns

° Convert or collect data

Data collection activities will evolve as the fiscal cadas-
tre is developed. A field canvass will be necessary to ensure
that every building and assessabl e inprovenent is |ocated on the
correct parcel and is accurately descri bed.

It will be necessary to devel op and put into operation
change- handl i ng procedures designed to renew the cadastre as new
privately owned parcels are created, as new buil dings are con-
structed, and buil dings are denoli shed.

b. Devel opnent of the Valuation Program : The devel -
oprment of the valuation programw || be an outgrowth of narket
nmonitoring. Fromobservations of market data, better valuation
nmet hods will be developed. It will be necessary to specify
val uati on met hods and prepare nmanuals, forns, and the |ike
covering agricultural land, urban |and, buildings, and ot her
taxabl e property (business novabl e property).

A maj or devel opnental activity will be the design of systens
and procedures. This work involves identifying needs, eval uating
alternative solutions, and choosing the best solution in the
circunstances. The best solution often will not be the nost
technically sophisticated. In addition to design activities,
manual s and forns nust be prepared.

Techni cal assi stance nay be desirabl e.

C MATURE PHASE

The "mature"” or operational phase woul d begi n when the
nodern fiscal cadastre is conplete. Each year in this phase,
records created during the transitional phase woul d be updated as
necessary. Records on newy privatized | and and property woul d
be added. New infornation on narket val ues woul d be anal yzed.
Additional information needed for better val uations may be added.
Responsi bilities may be reassigned.

3
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If they are not produced in phase 2, digital cadastral maps
shoul d be produced i n phase 3.

[Note: the follow ng are rough notes only.] This section
Need to lay out in as nuch detail as possible, suggesting
responsi bilities, and consi deri ng sequences, resource require-
ments, etc. Try to develop Gantt or PERT charts.

i ncorporate notion of principles
Vor ki ng group>user requirenents> specs. Decide who will pay.
Doodl e during Morton ntg: (a variant on | RPA figure?)

Market nonitoring with Tax system & val uation

val uati on

Maki ng nkts open/

t ranspar ent

Taxes as a neans of providing

publ i c services whi ch enhance
property val ue
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1.  GOVERNMVENT COWM TMENT

The creation of a fiscal cadastre and the successful intro-
duction of taxes on land and property are difficult, conplex
tasks. Al though technical experts wll be responsible for nost
of the work, achieving project objectives wll require high-Ievel
political support to create an environment for success. Wthout
sufficient political support, the work of technical experts wll
count for naught. Political support is needed to:

° Establish a proper legal framework (see chapter 111)

° Erect a workable institutional structure and resol ve bureau-
cratic problens as they arise (chapter 1V)

° Al l ocate sufficient resources (chapter V)

° Ensure systemintegrity and openness and ensure credible
enforcenent of taxes (chapter M)

As to the last point, openness is a characteristic of
denocratic government and wel | -functioni ng i movabl e property
markets. Oanership records in the | egal cadastre shoul d be
public. Declared prices should be public, even if they are
inaccurate. Immovable property tax valuations and tax assess-
ments shoul d open for general public inspection. Qpenness
provides two types of benefits. Errors and questionable practic-
es are nore easily detected and corrected. Fairness and correct
practices can be nore easily denonstrated.

Qpenness is passive. Active nmeasures will need to be taken
to ensure systemintegrity and to guard agai nst corrupt practic-
es. n a high plane, these include the establishment of a strong
judiciary and a free press. O a |lower plane, these include the
internal controls discussed in chapter VI. The perfornmance of
the [property tax admnistration] should be subject to external
audit. There should be a property tax appeal mechani sm

Initial coomtnents will need to be nade at the outset of
phase 1 of the inplenentation plan. GCommtnents will need to be
renewed in phases 2 and 3.

The comm t nent al ready shown by the governnent is encourag-
ing. Evidence of this commtment includes the w despread support
for the creation of a fiscal cadastre and the [working group].
However, sone fear that the cost of inplenenting urban | and and
property tax systens nmay be an obstacle for parlianment, as

5
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previously all taxes have produced revenues in excess of inple-
ment ation costs.



Cctober 1994 draft

1. LEGAL FRAMEWORK

This chapter addresses the legal framework for taxing |and,
bui | di ngs, and other property. By legal franework | nean the
body of laws and regul ations that |lay out policy choices, provide
the environnent for their achi evenent, and assign responsibili-
ties (see also chapter 1V). The success of the property tax
systemw || also depend on the |legal framework for (1) establish-
ing and protecting private rights to i movabl e property and (2)
fostering i movabl e property markets. These topics generally are
beyond the scope of ny responsibility and are addressed by ot hers
(see Mousheghi an and Soghononi an, "The Concept of the Republic of
Armenia's Wrban Land Cadastre,” and other references). However
| would like to identify some areas of concern.

Relative to the first area of need, the revised | and code
and ot her acts shoul d:

° Establish the general |egal franmework for private
property ownership (creating, transferring, protect-
ing), particularly with respect to non-agricultural
| and.

° Reserve certain property rights to the state, including
the rights to inpose | and use controls for the common
good and to tax imovabl e property.

° Mandate the creation of an i nmovabl e property cadastre,
providing for the registration of private rights to
| and and bui | di ngs enconpassi ng both agricul tural and

ur ban | and.
° Assign roles and responsibilities for cadastre nainte-
nance.

Rel ative to the second area, legal action is needed to
finalize and adopt an interimprocedure for selling land. See
AUR 1993a. This would be dependent on the starting price
regulation. The land auction AUR has nentioned as a priority
proj ect may be dependent on both. |In addition, there is a need
to create institutions and structures for nortgagi ng i nmovabl e

property.

An additional area of need is to create the | egal and
institutional structure for accurate disclosure of sale price
data (see annex 3 in Alny, "lInplenenting Land and Property Taxes
and Oreating a Fiscal Cadastre in the Republic of Arnenia").

7
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Wrk nodi fying or el aborating existing |egislation should
begin early in phase 1 of the inplenentation plan. This work
woul d include finalizing and adopting regul ati ons regardi ng
starting prices for standard housing units and | and parcels. See
AUR 1993b. The starting price concept will need to be expanded
to other types of property.

i ssues

[ possi bl e topics include illegal construction--DeSoto
bringing legal rights into line with informal rights--conpul sory
sale at declared price as an enforcenent tool.]

Separate | and and buil ding taxes versus a unified tax
Anong the issues being considered by the State Tax | nspectorate
is whether there should be a unified | aw on the taxation of |and,
bui | di ngs, and other property. The question boils down to: nust
Armenia work toward a unified land and building tax lawor is it
acceptable to continue with separate | and and property taxes? |
said there were potential advantages to a unified tax, including:

° Less public confusion
° Sinpler, less costly admnistration
° Easi er to shape a coherent tax policy

| agreed that the current situation (limted private ownership of
| and, inadequate to nonexi stent cadastres) nade the devel opnent
of separate taxes sensible. | noted that other forner comruni st
countries had taken the sane course (for exanple the Czech and

Sl ovak republics). | concluded that this was not an i nportant

i ssue.

A foll owup question had to do whether it would be sensible to
have a unified tax on famly houses and land. | agreed that it
woul d.

There may be | ong term advantages to separate taxes, especially
if one is an advocate of (eorgist principles.

[ Consider doing a chart of the two laws to illustrate their
simlarities and differences and to suggest how they coul d be
uni fied.]

Land and property taxes considered "revol uti onary"” (novel)
by Parliament, hence caution and del ays in adopti on.

8
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A THE LAWON LAND TAX

The Law on Land Tax was adopted by Parlianent in about
April. Based on a quick translation, it appears very simlar to
the draft | reviewed | ast Novenber. Al of the changes appear to
be for the better. The State Tax | nspectorate has prepared
inpl enentation materials, which | al so revi ened.

1. Agricul tural Land

Mechani sns are in place to assess and col |l ect taxes on
agricultural land. These taxes are based on hypot hetical net
i nconmes based on soil class and other factors as estinmated by a
research institute in the Mnistry of Agriculture. The Mnistry
of Econony assists with comodity price figures. The Covernnent
has approved the Mnistry's book of per-hectare cadastral net
i ncone val ues.

Both G prozem (the institute of the Mnistry of Agriculture
responsi ble for the agricultural |and cadastre) and the State Tax
| nspectorate recogni ze the possibility of inaccurate |and area
calculations, due to Gprozems limted resources. |If an owner
wants an accurate survey, the owner nust hire a private surveyor

A prozem recogni zes the need to inprove estinmates of soi
productivity and crop yields. At present there is only one (the
nmost typical) soil quality rating per cadastral district. It
woul d be desirable to eval uate each parcel separately.

Both G prozem and the Tax I nspectorate recogni ze the net
incones into line with current narket levels. At present old
state farmstandards are indexed to bring themcloser to narket
prices. The Tax Inspectorate sees a need to inprove the index by
devel opi ng a conposite index that reflects price changes in a
"mar ket basket" of inputs. @ prozemwould go a step farther and
use nmarket commodity prices and production costs (such as seed,
fertilizer, fuel, labor, and transport to narket) to better
reflect net incomes of each soil type.

The State Tax Inspectorate has a well designed procedure for
collecting agricultural land taxes. As it has been collecting an
agricultural profits tax (wth conpliance approaching 100 per -
cent), it has a prelimnary list of taxpayers. The list of
taxpayers eventually will include registered agricultural |and
owners, 28,000 collectives, and famly house plots. In addition,
there are 1,100 state enterprises. The Tax Inspectorate reckons
it has identified about 95 percent of all taxpayers.

9
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Even though the Tax Inspectorate thinks it has a good |i st
of agricultural taxpayers now, it believes keepi ng abreast of
changes may be problematic. Mst agricultural |and owners
possess only tenporary allotnent decision docunments issued by
| ocal councils. Sone owners nmay be unaware of the deci sion.
Sone users nmay not be recogni zed by local councils. GCouncils
al so sonetines change al |l ot nent decisions. The Mnistry of
Agriculture is said to have issued only 2,000 certificates
(passports). As privatization commttees now are bei ng di sband-
ed, it is unclear who will control the distribution of land in
the future

The I nspectorate plans to distribute taxpayer/property
record forns in the autum. It will go to villages and neet with
the local council and others to get information on owners. It
wll conplete the forns of physical persons. Atax bill will be
sent to taxpayer, although the delivery nmechanismis uncertain
due to unreliability of postal service. The Tax |nspectorate nmay
deliver bills in person at a local council neeting called for the
purpose. It wll obtain receipt of delivery. This has to take
pl ace by Septenber 1st. Instructions have been delivered to
regional offices. The Tax Inspectorate hopes to develop a nore
efficient means of distributing forns in the future.

The procedure all ows taxpayers to review the Tax |nspec-
torate's calculations. |[If the taxpayer agrees, the taxes wll
becone due. |If the taxpayer disagrees, he or she may request
that the Tax Inspectorate re-nmeasure the plot or nake other
corrections. Agricultural |and assessnent forns will be revi ewed
annual | y.

The agricul tural taxpayer (farmer) may pay on the spot and
be issued a receipt. The Tax |Inspectorate woul d prefer a bank
transaction but few farmers have bank accounts. One-half of
agricultural land taxes is due on Novenber 15th.

The Tax I nspectorate regards agricultural |and taxes as
being sufficient to train farners to pay taxes and to allow the
governnent to gai n experience in devel opi ng cadastral and tax
adm ni stration systens. However, the tax is a mnor source of
revenue. The Tax | nspectorate expects to collect about 2 billion
dr ans.

2. Non- Agri cul tural Land

The Law on Land Tax is silent on the basis for cadastra
val ues of non-agricultural land. As the State Tax |nspectorate

10
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has general responsibility for the admnistration of the Iand tax
under article 19 of the Law, it has taken the position that,

AR 's starting price proposal notwi thstanding, it is legally
obl i ged use the nmethod spelled out in the socialist-era decision
251 concerning the old | and code until the Government approves a
new net hod. Decision 251 establishes two classes of "unused"
agricultural land. The Mnistry of Agriculture has established
per-square-neter "net inconme" and cadastral values for both. It
recogni zes that this method would result negligible tax revenues
(revenues on the order of 15 rubles per square neter).

The Governnent realizes the shortcomngs of decision 251 in
the present situation and has ordered the Tax |Inspectorate, the
Mnistry of Finance, the Mnistry of the Econony, and the M ni s-
try of Agriculture to conme up with a proposal

AUR 's starting price proposal clearly is conceptually
superior to decision 251. |Inplenentation of it would require
that zone boundaries be fixed precisely and entered i nto cadas-
tral records.

B. THE LAW ON PRCPERTY TAX

Contrary to ny earlier expectations, the Law on Property Tax
was still before Parlianment in July 1994. The State Tax | nspec-
torate wanted by views on the latest draft of it and on draft
deci sions and regul ati ons.

Re 370 (?) decision, inventory bureaus have circa 1982 cost
figures, based on old norns. Wre for insurance purposes. Table
of construction class and building types. My not be too far out
of date to be re-calibrated.

Summari ze rel ati ve advant ages of area- and val ue-based i nmovabl e
property taxes.

Art. 6. Law versus nethodol ogy of not taxing | and under buil d-
ings. Land under buildings is exenpt (this nmay be a proposal) on
the grounds that buildings are taxed at hi gher rates.

| f STI discovers discrepancy, who shoul d resol ve? STl does not
want to "sanction" an "illegal act."”

The Direct Tax Department deals with the inconme tax and the

deductibility of property taxes arises. The land tax | aw exenpts
ag | and taxpayers fromother taxes. | nmay have this backwards.

11
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Sone |large enterprises are excepted. Problem of harnonizing
taxes (in Parlianent).

STI wll draft (has drafted?--reference to Musheghi an argui ng)
normative acts. Crculate for review and argunent.

Art 3(b). Passport system provides informati on about nunber of
famly menbers. A person can own nany flats. (850) |Incone test
applies only once per person.

Subdividing a flat nay expand the nunber of owners eligible for
the income test. Regulations probably will be used to cl ose
| oophol e.

Information is/will be collected by regional tax inspectors,
assenbled in central information bank. One tax bill in region
where registered. Have elaborated forns. ldentified data needs.
Have devel oped short explanatory piece explaining tax and rights
and responsibilities. Estinated 300,000 taxpayers of all types.
50, 000 added annual | y.

Art. 6. Data flow Inventory office to tax office (assessnent
nmade) notice to citizens

Recomrend that failure to receive notice does not absol ve taxpay-
er of responsibility to declare and pay taxes.

Enforcenent strategy not fully worked out, reason for step-by-
step strategy, and this is a second-stage issue. Possibility of
collecting nonthly as with rents, water, electricity, etc. by
"cashiers.” Need for nass paynent system

Concerns about evicting people fromhonmes. As with Anlian,
interest in tax relief nechanisns (circuit breakers, grants,
deferrals, outright forgiveness). Detail in report. Consider
high interest rate and inflation probl ens.

Law is silent on distribution of property tax revenues. Now,
when MF approves budget, it deci des how much goes to | ocals.
Put allocation in | aw?

Garages, illegal constructions are problematic (use public |ands
such as courtyards, playgrounds). Not very val uable, but owners
are conparatively rich. Wnts to use tax systemto punish, since
wll to denolish is |acking, but doesn't want to |egal -
izel/legitimze by registering and taxing. RA Establish two

12
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classes: illegals before and after certain date. "Amesty" for
earlier.

Re exenptions: Special registry of organizations eligible for
exenptions. (See 25 Jul notes, page 5.)

Art. 12 Now consol i dated state and | ocal budget. (Comment on
accountability and need own source of revenue.) But fear |ocals
woul d create own exenptions. W you know rather than what you
need. (Mre a problemof villages?) PILOI?

Semantics(?). Budgetary organization = governnment. Enterprise +
for-profit. GCorporation = nonprofit. (?)

Question re livestock census and evaluation relative to exenp-
tion. "Forfetter" (a French/german) tax term Related to

hol dings eligible for exenption. Wnt to stinulate cattle

br eedi ng.

Depreci ation of buildings and equi prrent acquired before 1991 (see
notes--25 Jul, page 7).

13
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I'V. | NSTI TUTI ONAL STRUCTURE

The successful introduction of broad-based taxes on | and and
other property will require an appropriate institutional struc-
ture. The governnental officials | met recognize this. A the
sane tine, they are properly reluctant to exceed the scope of
their existing authority. Among the issues that need to be
addressed are: responsibility for the | egal cadastre(s), respon-
sibility for valuation, and coordi nation of the various agencies
with an interest in cadastral record systens and taxation of |and
and other property. | address responsibility for valuation and
i nteragency coordination in this chapter.

Initial decisions about the institutional structure will
need to be nmade early in phase 1 of the inplenentation plan.

A RESPONSI Bl LI TY FOR VALUATI ON

Deciding responsibility for valuation is urgent because the
current situation is confused. The Mnistry of Agriculture is
responsi bl e for agricultural net income values. The Law on Land
Tax is silent on who is responsible for non-agricultural |and
val ues. The draft Law on Property Tax prepared by the State Tax
| nspectorate woul d make the inventory offices responsible for
val uing "property."” A though nore than one organi zati on coul d be
responsi bl e for devel opi ng val uation nodels, | believe only one
organi zati on shoul d be responsible for the application of nodels
to individual properties. To do otherw se would be inefficient
and the probability of inaccurate valuations and inequitable
property taxation would increase greatly.

The choi ce as to which organi zati on shoul d be responsi bl e
for valuation is not clear. The building inventory offices, the
State Commttee on Architecture and Urban Pl anning, the State Tax
| nspectorate, a new organi zation, or a conbination of organiza-
tions mght be nmade responsible for valuation. There are advan-
tages and di sadvantages to each. International experience
reveal s many different organizational arrangenents, but the
ingredients of success (or failure) are not always clear.

This section identifies sone of the principles that can be
used in deciding responsibility. As will be seen, sone of the
principles are in conflict. | also discuss the advantages and
di sadvant ages of assigning responsibility for valuation to the
various agencies identified above.

14
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For reasons that will be identified below, | prefer assign-
ing responsibility for valuation to the State Tax | nspectorate.
However, ny preference may not be popular with either the Tax
| nspectorate or the other agencies that mght be nade responsible
for val uation

1. Princi pl es

Fol l owi ng are principles have been used to justify the
assignnent of responsibility for valuation in other countries.

° Adequat e resources . The agency responsi ble for val ua-
tion should be able to command the resources needed to
carry out its functions. |In particular, the agency
shoul d possess expertise in valuation. Application of
this principle would suggest that val uation should be
the responsibility of the central governnent, although
the Gty of Yerevan al so could be responsible for the
valuation of land and buildings inits territory. Many
small towns and sparsely popul ated regi ons woul d be too
small to afford the staff and equi pnent needed for
val uati on

° A stake in the outcone . Sone would argue that val ua-
tion should be the responsibility of an agency in a
unit of governnent responsible for providing inportant
governnental services financed in significant part from
taxes on |land and property. This principle conplenents
the first and woul d suggest that a central governnent
agency such as the State Tax | nspectorate shoul d be
made responsible for valuation. |If revenues fromland
and property taxes |ater were assigned to | ocal author-
ities, a different assignment of responsibility m ght
be warrant ed.

° | ndependence and objectivity . Qhers would argue that
responsibility for valuation should be assigned to an
agency that is disinterested in the amount of taxes or
in the allocation of tax burdens that results fromthe
val uation exercise. That is, the agency should be free
to value | and and ot her property as objectively as
possi bl e and not be subjected to tenptations to val ue
property in a biased nmanner. This principle directly
contradicts the second. As a practical matter, it nay
be inconpatible with the first. A new i ndependent
val uati on agency woul d provi de the greatest degree of
i ndependence. However, international experience re-

15
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veals that it is possible to provide sufficient inde-
pendence admni stratively in nany types of organiza-

tion.

° A service delivery orientation . Functions can be
divided into "line" and "staff" functions. 1In a gov-
ernnmental context, an organization with a "line" func-

tionis directly responsible for the delivery of a
service, such as title registration. An organization
with a "staff" function provides support, such as city
pl anning. Line functions are organi zed to deal direct-
ly with the public. Valuation should be seen prinmarily
as a direct public "service"—the service being inforna-
tion on land and property val ues, a database used in
territorial planning and other public and private

pur poses, and, forenost, the equitable distribution of
| and and property taxes.

° O gani zational sinplicity . The sinpler the organiza-
tion of government, the easier coordination and commu-
ni cati ons anong agencies will be. This principle
inplies that a single organi zation shoul d be responsi -
ble for the valuation for tax purposes of agricultural
| and, urban | and, buildings, and other taxable proper-
ty. It also suggests that a new agency shoul d not be
created unless doing so sinplifies other aspects of
gover nnent al organi zation

° Professional traditions . The agency responsible for
val uati on shoul d be one naturally aligned with the
pr of essi on responsi ble for valuation in the country.
Prof essi ons responsi bl e for val uation include architec-
ture, economcs, and surveying. |If | understand the
situation in Armenia correctly, architecture is the
prof ession nornmally responsi ble for valuation (Spain is
another exanple). In the United States, valuation has
been a specialized profession that is now becom ng nore
closely aligned with economcs, which is the profession
valuers are a part of in Dennmark and Sweden. In the
Uni ted Kingdom Germany, and ot her countries, valuers
are part of the surveying profession.

° Technol ogy . Technol ogy can af fect organi zati ona
patterns. At one tine it was thought desirable to
centralize conputer systens, which would inply a cen-
tralized valuation service and property tax admnistra-
tion. Now the opposite is true, conputer systens are
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hi ghly decentralized. Through conputer networks and
"rel ati onal dat abase managenent systens,” it i s possi-
ble for data to cross organi zati onal boundaries effort-
| essly, with each organization remaining in control of
the data for which it is responsible. A control or
oversight function would be required in such a tech-
nol ogi cal environment to ensure that valuation stan-
dards and property tax policies were uniformy fol -

| owned.

2. Eval uation of Alternatives

| list bel ow organizations in Arnenia that could be nade
responsi ble for valuation in ny order of preference.

a. State Tax Inspectorate : As it now has responsi -
bility for tax admnistration, the State Tax Inspectorate fully
realizes the inportance of a proper |egal franmework, practical
adm ni stration, and public acceptance in the ultinate success of
a newtax reginme. It has assenbl ed an excellent teamresponsible
for the devel opment of nethods. The teamhas a realistic picture
of the Tax Inspectorate's strengths and weaknesses, including its
| ack of experience in valuation. The Tax |Inspectorate al so has
an established network of regional offices. As its major purpose
is revenue collection, it would seemto be capabl e of conmmandi ng
the resources to carry out a valuation program successfully.

Along with its |ack of experience in valuation, the Tax
| nspectorate nay have an "inmage" problem Sone nmay see it as
being too inflexible and legalistic to succeed with the subjec-
tive nature of valuation

If the State Tax Inspectorate is given responsibility for
valuation, | believe it should reorganize internally and create a
val uation division (I would nake this sanme recomrendation to al
exi sting organizations).

b. State Commttee on Community Services and the
Yerevan Inventory Ofice : Together, the two inventory agencies
cover the territory of Arnenia. They are entrepreneurial and
service oriented. They al so have the advantage of being a main
repository of data on buildings. As they now naintain inforna-
tion on building owership, they are a | ogical choice for having
the responsibility for the | egal cadastre. They al so receive
information on declared prices of property. The Tax Inspectorate
has suggested that inventory offices should be responsible for
property val uati on.
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As with the Tax Inspectorate, the inventory offices have no
experience with valuation. There also is a viewthat the service
of maintaining the | egal cadastre shoul d be independent of the
service of tax admnistration largely for psychol ogi cal reasons
(see Hol stein 1993). A final disadvantage is that, as there are
two agenci es involved, their work woul d have to be supervised to
ensure that values were of uniformaccuracy. (I would point out,
however, that at |east two Canadi an provinces divide responsibil -
ity for valuation between valuation offices in major cities and a
valuation office responsible for the balance of the territory of
t he province.)

C. State Commttee on Architecture and W ban Pl an-

ning: As previously noted, architecture is the profession in
Arnmenia traditionally concerned with the "value" of various |and
uses. Building on this |egacy, the Arnmenian Urban Research
Institute (AUR), an organization under the supervision of the
commttee, has devel oped consi derabl e expertise in cadastral
systens and in land and building valuation. AUR could serve as
the nucl eus of a valuation service.

The State Commttee on Architecture is a spraw ing organi za-
tion providing nmany inportant functions concerned generally wth
the quality of human settlenents. Although the narket forces
affecting the value of |and and buil di ngs shoul d be an i nportant
factor in urban planning, they should not be the dom nant factor.
The inplication of this is that an agency responsi ble for both
urban pl anni ng and val uati on nay have difficulty in objectively
eval uati ng narket evidence, when that evidence conflicts with
pl anni ng goal s.

d. A New Agency : A new agency could be created to
avoi d the di sadvantages of assigning the responsibility for
valuation to an existing organi zation, including the negative
beliefs held by others about it. A question to be resolved is
whet her val uation shoul d be the agency's only function or whet her
it should have broader responsibilities for cadastral record
systens (cadastral maps, ownership registers, and various ot her
registers). A nunber of countries have established valuation
services that prepare value estimates for disposition of surplus
| and and bui |l di ngs, conpul sory purchase, and other purposes in
addition to taxation. Wen the i movabl e property tax has been a
| ocal tax, securing sufficient funding for regular reval uations
has been a probl em

A new agency woul d have to find its place in the formal and
informal governnental power structure in Arnenia. Wether it
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woul d exceed in establishing its credibility and an ability to
command sufficient resources is difficult to say.

The Tax | nspectorate perceives several advantages to a new
agency. (ne is the recognition that property owners (taxpayers)
have conflicting interests, nanely to understate val ues for tax
pur poses and overstate values for |oan collateral and insurance
purposes. As the governnent has interests in these areas, an
i ndependent val uati on servi ce woul d seem | ogi cal .

e. Mnistry of Agriculture : A though the Mnistry of
Agriculture nowis responsible for the cadastral values used in
the taxation of agricultural land, it can be elimnated as a
candi date for the agency responsible for valuation of |and and
ot her taxable property. A though its experience is valuable, the
M nistry has no experience with valuation of urban |and and
bui I dings or of tax admnistration. However, the Mnistry shoul d
remai n responsi ble for determning soil classifications, studying
agricultural commodity prices and production expenses, and
providing the valuation agency with nodels for estinating basic
agricultural |and val ues.

The Mnistry of Agriculture also suffers froman "i nage"
problem that of being unconcerned about urban problens. The
converse may be a problemas well: wurban-oriented organi zations
may not have a sufficient appreciation of agricultural issues.

f. Mnistry of Finance : | have not had neetings wth
the Mnistry of F nance, so | cannot evaluate its suitability has
a honme for a valuation service. Suffice it to say that based on
experience in other former socialist countries, this possibility
shoul d not be ignored.

B. COCRDI NATI ON

The length of the list of organizations identified in the
previ ous section clearly denonstrates that the agency given the
responsi bility for valuation chosen will have to rely on the
cooperation of other organizations. A neans of coordinating the
activities of the organizations involved will need to be devel -
oped. A single organization or official could be given ful
authority over all the other organizations, but this approach is
not likely to succeed. A nore practical approach is to create an
interagency coomttee. The Arnmenian governnent has drafted an
order which, if given, would create a working group designed to
coordinate the activities of the various organi zati ons invol ved.
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| have recommended a slightly different interagency approach
based on U S. experience.

1. The Arneni an Wr ki ng G oup Proposal

The proposal of the Governnent Departnent of Wban Policy is
to nake the State Commttee on Architecture the head of a small,
manageabl e cadastral working group. Al though the group woul d be
expected to seek out the views of affected organizations, it
woul d have broad deci si on-nmaking responsibilities. It would
derive its authority fromthe state mnister issuing the order.
Under the proposal, the day-to-day work of the group woul d be
del egated to AURI. The group's initial functions would be to:

° Aarify starting prices to help the Tax Inspectorate
i npl ement the property taxes.

° Devel op the programfor creating a cadastre and sort
out organi zational responsibilities. This is seen as
the nost difficult issue, as organizations have simlar
interests resulting in duplication of work. The ap-
proach is to identify possible organi zati ons and create
a short list.

Achi eving the second objective would require the working
group to identify organi zations that mght have a role to play
and classify themaccording to the inportance of their role.
| nportant organi zations woul d i nclude those identified above
plus the following: the Governnment Departnent of W ban Policy,
the Mnistry of the Econony, the Mnistry of Justice, Arngeodesy
(for base maps), and the city departnents of architecture.
Addi ti onal organizations would be identified. The planis to
assi gn each organi zation specific responsibilities so that
duplication woul d be avoided. A difficulty is deciding which
organi zati on anong organi zations with simlar interests should be
made responsible for a particul ar task.

The intent of the Armenian proposal is to give the working
group the power to "control™ or direct the affected organi zati ons
so that objectives are achieved. A though the sinplicity and
directness of the proposal is appealing, its practicality is open
to question given the |l ack of interagency comruni cation and
cooper ati on now.

2. An Alternative Strategy
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| have recommended an al ternative approach designed to
address the political realities of bureaucracies that |ack strong
incentives to cooperate: an interagency commttee whose chief
function is to provide a forumfor communi cati ons anong i nterest-
ed organi zati ons, each of which has roughly equal standing. The
goal of the coomttee woul d be to seek workabl e consensus on the
i ssue under study. Such commttees have been used in the United
States to deal with the creation of multipurpose infornation
systens in which all involved organizations willingly partici-
pat e.

| have recommended that a representative of the Governnent
Departnent of Wban Policy serve as chair of the proposed comit -
tee so that commttee reconmmendati ons can receive pronpt govern-

ment attention. | believe that making the AUR the secretariat
makes good sense; the commttee will need expert assistance in
devel opi ng proposals for discussion. |In addition to the recom

mendations identified above, the coomttee mght al so have
representatives fromprivate sector industry groups.

O course, there is no guarantee that each organi zation wl |
participate in good faith or that the coonmttee will be able to
find a consensus. Mreover, comittees are fanous for tal k but
little action. However, if the participants comruni cate their
organi zations' concerns effectively and if the participating
organi zations are coonmtted to probl emsol ving, the chances of
success are good. In the parlance of U S practice on negoti a-
tions, the objective is to create "win-win" situations.
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V. RESQURCE REQU REMENTS

Securing sufficient resources will be crucial to the success
of efforts to create a fiscal cadastre and introduce taxes on
| and and ot her property. Resource requirenents nust be estinated
before realistic budgets can be developed. It will be necessary
to obtain funding, develop staff, and acquire facilities and
equi pnrent. These tasks will be difficult in Armenia because of a
| ack of relevant prior experience and because of econom c uncer -
tainties, including inflation. The fact that the property tax
woul d be an entirely new tax provi des another conplication. The
costs of setting up systens and admni strative structures ini-
tially will be greater than revenues. Consequently, fundi ng nust
come fromother sources at first. Arrangenents for technical
assi stance shoul d be nade.

[try to devel op phased esti mates. |
A FUNDI NG

Regarding funding, it will be necessary to devel op and
secure approval of project and operational budgets providing for
regul ar and tenporary enpl oyees, office facilities and equi pnent,
any conputer systens, transport, forns, and so forth. Appropri-
ate sources of funding should be identified (e.g., fromgovern-
nment budgets, proceeds fromprivatization, sales of products and
services, grants).

B. STAFFI NG

Attracting and retaining sufficient qualified staff will be
crucial to the success of the inplenentation program Staff
costs can be anticipated to be the greatest single elenment of the
budget of [the property tax admnistration]. (In the United
States, for exanple, expenditures for staff salaries and benefits
usually constitute 80 percent or nore of total expenditures for
property tax admnistration.) Staffing requirements will depend
on such factors as the anmount of work to be perforned, how that
work is organi zed, and avail abl e technol ogy.

The [property tax admnistration] wll need managers,
val uers, statisticians, conputer system anal ysts and progranmers,
conput er technicians, nappers, public relations specialists,
| egal advisors, secretaries, clerks, and others.

1. Qualifications
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The qualifications required for a job depend, of course, on
the nature of the work to be perforned. A nmanagenent chal |l enge
is harnoni zing work with the qualifications of each nenber of the
staff.

Managenment personnel in the property tax adm nistrati on have
responsibilities beyond valuation. They are responsible for
| eadi ng and personnel managenent. Some will be involved in
pl anni ng, budgeting, and proj ect nmanagenent. Mangers nust be
able to communicate effectively with officials in all branches of
governnent, with journalists, and with property owners and
busi ness | eaders.

Moder n mass val uation techni ques require valuers with
know edge of nathematics, economcs, and statistics, as well as
knowl edge of val uation principles and conputer-assi sted nass
val uation techniques. This generally requires well-educated
val uers, such as those with university degrees in an appropriate
field. Experience with i movable property nmarkets also is
val uabl e.

Many enpl oyees of the [property tax admnistration] wll
have regul ar contact with the public. As public servants, they
need to be pleasant in their dealing with the public and be
wlling to hel p peopl e understand the property tax. The staff
al so should be able to remain calmand tactful when dealing with
angry taxpayers.

2. Staff S ze

[provide nore illustrations.] Estimating the required
nunber of staff involves anal yzing the anmounts and ki nd of work
to be done, the tine available to do the work, and production
rates. The basic relationship between these factors and the
nunber of people required for ajob is

S = (PxR/T,
where S is the nunber of staff positions needed, P is the nmeasure
of the work to be done (such as the nunber of properties to be
val ued or i nspected), Ris the production rate, and T is the tine

avai | abl e. For exanple, the nunber of val uation positions

required to value 120 farns in a 220 work-day year is three
(rounded), if one valuer can appraise five farns in a day. ( S =
[ 120x5] /220 = 2.7, rounded to 3.) Estinates of staff require-
nments—er time requirenents—shoul d consider tine spent in each
activity, including training and travel. Estimates of field work
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shoul d consider tine lost to inclenent weather, power failures,
and other work interruptions. Production rates should vary with
the type of activity and the density and conpl exity of proper-
ties.

Production rates can be devel oped by anal yzi ng actual work
performance. The rates shoul d be based on typical achievenents,
not the rates of the best or worst workers. Production rates
shoul d be continuously nonitored and adj usted as necessary.
Production rate data al so can be used to evaluate staff efficien-

cy.

For nost pl anni ng and budgeti ng purposes, available tine is
nmeasured in terns of the nunber of work days (or hours) in a year
(say, 220 days to allow for weekends, about ten days for holi-
days, and about thirty days for vacations and sick | eave).

Staf fing benchmarks can be devel oped from surveys. A
starting point mght be one person for every 2,500 properties.
This benchmark is based on surveys of property tax admnistrative
agencies inthe United States. O course, individual agency
rati os varied considerably. Snaller agencies had | ower ratios
(1:1,000 to 1:1,500) and | arger, higher ratios (1:3,000 to
1:3,500). Factors that affect the ratios include the |evel of
staff training (better trained staff were are nore productive)
and the extent of conputer use.

A policy of maki ng maxi numuse of conputers and ot her
technology will produce better results in the long run than a
policy of full enployment. Full enploynment policies often result
in low productivity, deneaning work, poor norale, and poor
performance. pportunities for petty corruption increase. The
end result is a general discrediting of governnent.

3. Staff Service Costs

The cost of staff services sinply is the sumof the products
of nunbers of positions in each salary category and the sal ary
for that category plus the costs of benefits, such as insurance
and pensions. In a nmarket econony, staff salaries and benefits
must be conpetitive with simlar positions in governnent and in
business to attract and retain qualified personnel and to protect
investnments in training, which are lost if qualified personnel
| eave for better paying positions.

(bservation: governnment salaries in Arnenia and in
ot her fornmer communi st countries appear dangerously
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| ow, making retention of qualified people very diffi-
cult and inviting corruption.

C COVPUTI NG RESQURCES

Conput er support is a virtual necessity in contenporary
property tax admnistration--provided that there is an uninter-
rupted source of electricity and that equipnent can be serviced
and prograns nai ntai ned. Conputing resources include hardware,
software, and the personnel responsible for system anal ysis,
system desi gn, progranmm ng, and conputer operations.

Conputers elimnate nmuch of the need to transcribe data
manual | y; reduce the need to maintain nmanual |y prepared work
| ogs, batch reports, and other reports designed to produce an
audit trail; and reduce routine use of photocopies. They reduce
the tinme spent on nechanical, repetitive processes such as
producing tax rolls and nmaki ng val uation cal cul ations. Data can
generally be nade nore accessible and nore secure. Use of
conputers can inprove efficiency. Conputers can hel p i ncrease
val uati on accuracy by expandi ng anal ytical capabilities.

The managenent of the [property tax adm nistration] should
attenpt to obtain the greatest feasible degree of conputer
support in the areas of data managenent, sal es anal ysis, val ua-
tion, and admnistration. [refer to ngt section.]

It will be necessary to determne the feasibility of conput-
erization. Environnental conditions and the availability of
equi pnent servi ce personnel shoul d be considered along with
technical feasibility.

Note: The State Tax |Inspectorate plans a central
apparatus | ocal area network and eventually a wi de area
network that includes its regional offices. It is
acquiring about fifty 386 personal conputers (PCs) from
the Wrld Bank. Software needs seem not to have been
det erm ned, although software and training is covered
by the Wrld Bank | oan. @G prozem has two PCs, but
these are little used.

conput eri zed nmanagenent informati on systemto supplant the
current paper systemas it is difficult to ensure that al
regional offices report all tax receipts.

conput er - assi sted nmass val uation system
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tax billing and coll ection system

[rework or delete.] The first requirenent of conputeriza-
tionis to get data into conputer-readable form Conputer-assis-
ted mass appraisal requires property characteristics data in
conputer readable form On-line data entry and retrieval offer
several inportant advantages in assessnment operations.

D. CFFI CE FAQ LITIES, FURN TURE, EQU PMENT, AND TECHN CAL
LI BRARY

The [property tax admnistration's] offices should be
prof essional in appearance and provi de a good wor ki ng environ-
ment. Space requirenents depend on the size and conposition of
the staff, the work they perform and on the technol ogy enpl oyed.
The anal ysis of space needs shoul d consider requirenents for
pubi c contact, files and storage, conferences and training,
mappi ng and drafting, and of fice nmachi nery.

The [property tax admnistration] ultimately will require a
variety of office furniture and equi pnent, such as financial and
ordinary calculators, neasuring instrunents, caneras, clipboards,
m cr ogr aphi ¢ equi prent, word processi ng equi pnent and printers,
phot ocopi ers, tel ephones, facsimle nachines, mailing machi nes,
typewiters, dictating equipnent, filing cabinets, and nap
cabi nets and racks.

The [property tax admnistration] will require access to the
| atest thinking and techniques in the field. Publications and
other technical materials should be organized in a library. The
I nternati onal Association of Assessing (Oficers can help with
setting up the library and identifying the types of publications
that the library shoul d contain.
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VI. TRAI N NG STRATEGY

[inconpl ete chapter.] Training needs will range fromintro-
ductory courses on property taxation such as are offered by the
O gani sation for Econom c Cooperation and Devel opnent to specific
training in Armeni an procedur es.

Procedural training naterials and prograns will need to be
devel oped. Subjects to be covered include: basic adm nistra-
tion, registration of subjects and objects, valuation, and tax
admnistration. Needs will evolve as progress is nmade.

field staff will need instruction in current admni strati ve

procedures and in use of conputer systens as they are devel oped
in the current Wrld Bank program
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A ACKNON.EDGQVENTS

[rework.] | consulted with many individuals during the TDY.
Their cooperation was exceptional. Wth apol ogies for om ssions
and spelling errors, the foll owi ng deserve special nention:

Arneni an Wrban Research Institute

@Qirghen N Musheghi an, Director, Armenian Wban Research Insti-
tute (AUR).

Pet ros Soghononi an, Architect, Senior Analyst, AUR
Arm ne Hovhanni ssi an
Val oyda

Governnent Departnent of Wban Policy

Andr ani k Andr eassi an [ Andreasi an?], D rector, Governnment Depart-
ment of Urban Policy, The Republic of Arnenia.

Sirekan Chani an, Head of Section on Wban Policy

State Tax I nspectorate (out standi ng tean

Pavel D. Sapharian [Safarian?], Deputy Chief of State Tax | nspec-
tion

Armen Al verdi an, Deputy Chief of the Methodol ogi cal D vision
Aharon Chilingarian, Deputy Chief of the Methodol ogical D vision
Razm k Melikian, D rect Tax Departnent (CECD course)

Sirekan Mshet si an

pl us

Ann Karapetian (speaks English, but never spoke)

Gl fayan

Yerevan | nventory Departnent
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Arsen Bagratian, Director, Yerevan Inventory Departnent.

Armen L. Arakelian, Vice Director, Yerevan O fice of Building
| nvent ori zat i on.

Scientific Research Center on Gty Managenent Systens

Artashes Arakelian, Drector, Scientific Research Center on Gty
Managenent Systens

Kaji k Noorijianian

Yerevan Architecture and Wban Constructi on Depart nent

Asl an Mhitarian, Chief Architect (interests seem el sewhere)

M rzoyan, Deputy Chief Architect

CGhal t akhchi an, Deputy Chief Architect

Suzanna Mam koni an, Leadi ng Speci alist (seens a useful contact)
M nasi yn

Shahbazi an

Mnistry of Agriculture

M sak A Azaryan, Deputy Mnister of Agriculture
| shkhan Mardi rossian, Vice-Mnister

Var dani an, cadastral expert

Hor oot ooni an, @ prozem head

State Commttee of Architecture and U ban Pl anni ng

Ronmeo S. Jul haki an, Chairman (favorabl e inpression)
Gagi k (sp?) Gorjyan, First Deputy

Levon J. H oyan, Vice Chairman (favorable inpression)
lgitian

Bour khj i an
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pl us plus

Walter G Robillard

Gene S enki ewi cz

Jacob Tjerk (sp)

Ray Morton, USAID

Nel I'y Mal khasian, interpreter, tel ephone: 58-24-75
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Mousheghi an, Gourghen, and Petros Soghononi an. 1994. "The
Concept of the Republic of Armenia' s U ban Land Cadastre."
Yerevan: AUR /I CQVA

C M SCELLANEQUS | NFORVATI ON

1. Political and Adm nistrative Structure

The territory of the Republic of Armenia includes seventy
i nhabited areas. These areas conprise 43,900 hectares. Yerevan
al one conprises 16,500 hectares. O these, twenty-seven are
classified as a city or town. The balance are classified as
vi |l | ages.

The State Tax Inspectorate has a central apparatus and
fifty-one regional offices (one in each nunicipal authority).
The central apparatus has an inspectorate division (which presum
ably supervises the regional offices and a nethodol ogy di vi sion.
The net hodol ogy division's authorized conpl ement recently was in-
creased to forty-three. There also is an information systens
di vi si on.

2. Val uati on and Tax Adm ni strati on Wrk Load

Note: Mich of the follow ng is from Musheghi an and Sogoho-
nmoni an (1994).

The estimated nunber of |land plots subject to registration
is 750,000 (assumng that the average plot is 1,000 square
nmeters). There are an estinmated 80,000 gardeni ng plots, appar-
ently not included in the land plot estinate.

The estimated nunber of individual residential buildings is
300, 000; multi-story residential buildings, 20,000; and ot her
types of buildings, 20,000. The nunber of apartnents (to be
privatized) is expected to total 500, 000.

WUrban areas (urbani zed settlenents) to be mapped conprise
62, 000 hectares. Villages and ot her devel oped | ands conpri se
14, 000 hect ares.

Eligible agricultural |and taxpayers include registered agricul -
tural |and owners, 28,000 collectives, and fam |y house plots.
In addition, there are 1,100 state enterprises.

3. Cost Esti mat es
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Based on French estimates of the cost of a cadastral system
for Saint Petersburg, Musheghi an and Soghononi an (1994) estinate
the cost of base napping to total $5 mllion ($4 mllion for
urban areas and $1 mllion for villages). They estinmate the cost
of conpiling cadastral maps for 76,000 hectares to total $25
mllion (based on a cost of $300 to $350 per hectare).

Software for digital maps and a ASis estimated to cost $5
mllionto $6 mllion (based on $2 to $3 per capita).

The total of the identified costs is about $35 mllion. The
total excludes data conversion, training, and annual operations.

Mousheghi an and Soghononi an (1994) propose to allocate costs
as foll ows:

Yerevan and other |large cities 40%
QG her urbani zed settl enents 40

Rural settlenents and other territories 20
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